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EDITORIAL DEPARTMENT NOTE 


Every industrial accountant is interested in the economic atmos- 
phere in which business will operate after the war and the type of 
accounting data which will be required to meet management needs 
under postwar conditions. In the first article in this issue of the 
Bulletin, Professor Dohr discusses what he considers the ae 
features of a postwar competitive economy and the contribution whi 
the industrial accountant can make in each area. 

James L. Dohr, author of this article, is Associate Professor of Ac- 
counting at Columbia bg ey, and a member of the law firm of 
Greene & Greene, New York City. The holder of the B. A. 
from the University of Wisconsin and the M. S. degree from the 
School of Business of Columbia University, Professor Dohr also 
holds the LL.D. degree of the Columbia University School of Law. 
He is a C. P. A. of Wisconsin and Michigan and a member of the 
Bar. Professor Dohr has been a member of the faculty of the 
Columbia University School of Business since 1924, and since 1937 
has served as Receiver of the New York, Westchester & Boston Rail- 
way Co. He has also served as Special Master in the United States 
Court for the Southern Dstrict of New York. He has written ex- 
tensively on business and accounting matters and appeared as speaker 
at numerous meetings of accountants. 

Our second article provides a forward look at the important tax 
problems which will face industry with T-Day and V-Day. It is 
not too early for industrial accountants to give serious consideration 
to the possible effect on their companies of the various tax provisions 
which will become effective in connection with terminations and the 
final reconversion to peacetime production. 

James J. Mahon, Jr., author of this article, is a graduate of the 
University of Scranton. He is a C. P. A. of Pennsylvania and a 
member of the Pennsylvania Institute of C. P. A.’s and the Ameri- 
can Institute of Accountants. Mr. Mahon has been engaged in the 
field of taxation for many years, including four years with the 
Bureau of Corporation Taxes of the Commonwealth of Pennsylvania. 
For the past five years he has engaged in both federal and state 
tax practice in the public accounting field. Mr. Mahon is at present 
a member of the Tax Department of the Philadelphia Office of 
Lybrand, Ross Bros. & Montgomery. 





Articles published in the Bulletin present many different viewpoints. 
In publishing them the Association is not sponsoring the view ex- 
pressed, but is endeavoring to provide for its members material which 
will be helpful and stimulating. Constructive comments are wel- 
comed and will be published in the Forum Section of the Bulletin. 
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COSTS IN TOMORROW’S COMPETITIVE MARKET 


By James L. Dohr, Partner, Greene & Greene, 
Associate Professor of Accounting, Columbia University, 
New York, N. Y. 


INCE the beginnings of the depression in the early thirties, a 

great many people seem to have lost their faith in our economic 
institutions. They have lost their faith in the face of the fact that 
there has been no fundamental change which would prevent those 
institutions from maintaining us in our position as the people with 
the highest standard of well-being of any time or any place. As a 
result of this loss of faith, the ten years preceding the war 
were the heyday of the crackpot, the rabble rouser, the publicity 
seeking bureaucrat, the wardheeler, the witch doctor, and the long- 
haired economist. During that period numerous pressure groups 
came into being, each one clamoring more loudly than the next for 
a free ride on the broad back of government. The war brought a 
respite from these things but the current discussions of the post- 
war world indicate that it was no more than a respite. Another ten 
years, says one of these medicine men, will see the end of the cap- 
italistic system. 


Basic Features of Effective Postwar Economy 


It is high time for the sober element of the population to meet 
the challenge of these men of little faith. I believe in our economic 
institutions and I am sure that most of us do. There is, in fact, 
nothing the matter with us that intelligence and hard work won’t 
cure, and it seems entirely obvious to me that our only hope in the 
postwar world lies in an intelligent system of private capitalism. 
These views are reflected in the title of this paper which deals with 
costs in tomorrow’s competitive market. It may be well to consider 
briefly the basic elements of an intelligent and effective economy 
in the postwar period. It is entirely appropriate that cost account- 
ants should be concerned with this subject. They realize that ade- 
quate knowledge and use of costs is of outstanding importance in 
the operation of such an economy, and that intelligent cost account- 
ing will be much more necessary and important in the postwar 
period than ever before. 

The subject is, of course, a-broad one, and only the outstanding 
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features of such an economy can be dealt with here. These consist 
of the adoption and execution of intelligent policies of manage- 
ment, labor relations, distribution, utilization of plants and ma- 
terials, finance, international trade, and government regulation and 
taxation. In dealing with these matters there are certain basic and 
homely truths which must be considered, and in each case it will be 
found that an adequate knowledge of cost is indispensable. These 
problems are quite aside from those peculiar to the transition from 
war to peace; the latter are not included in the scope of this paper. 


Intelligent Management 

In the search for the most effective type of private enterprise to 
meet our postwar problems one may well begin with the manage- 
ment factor. The management of private enterprise corresponds 
to the general staff of the army, and we know that no army is any 
better than its general staff. It is generally agreed, for instance, 
that the successes of the Russian armies since Stalingrad have been 
due largely to the fact that the Russians were able to select and 
install young, aggressive, and intelligent officers on their general 
staff. 

Our business management has much to its credit. Its achieve- 
ments in the past have been outstanding. To cite a single illus- 
tration, the rubber tire industry, in the 30-year period from 1910 
to 1940, increased the utility of its product about fivefold while 
its prices were reduced to about one-third ; the consumer now gets 
at least fifteen times what he got in 1910 for the same money. The 
enormous output of war materiel has been possible only because we 
had able and efficient management. On the other hand our business 
management has something to answer for; this is evidenced, for 
example, by the regrettable policies of management in the field of 
public utilities during the period from 1922 to 1929. 

A program for intelligent management in the postwar period 
may be summarized briefly under four headings, as follows: 

1. Management must have a full realization of its social respon- 
sibilities, including responsibility for reasonably full employ- 
ment ; it must onerate under a reasonably decent standard of 
business morality. The day of purely selfish business ex 
ploitation is definitely over ; the rank and file of the popula 
tion are keenly aware of their rights. 
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, comali 2. Management must have a full appreciation of the basic eco- 
nomic truth that efficiency in business requires the produc- 
aa tion and distribution of the largest possible volume of goods 
ion an and services at the lowest possible price. Large volume at 
nie aa low price offers the greatest opportunity for full employ- 
+ will be ment; it minimizes vulnerability to political and other kinds 
- These of attack; it tends to flatten out the upward and downward 
vn Sea swings of the business cycle; it makes possible a higher 
s paper standard of living for all. We should therefore no longer 
; tolerate exhorbitant prices and restrictions on output. That 
some industrial leaders are aware of this is evidenced by 
Prise to Alfred P. Sloan, Jr., who in presenting the General Motors 
nanage- postwar program said, “Industry must always seek lower 
esponds costs because that means lower selling prices and hence in- 
y is any creased volume with expanding job opportunities.” 
nstance, 3. Management must be willing to experiment and by adequate 
ve been research to develop new goods and services. Economic activ- 
lect and ity must be expanded if we are to have full employment-and 
general a better standard of living. To quote again from Mr. Sloan’s 
report: “Research must be intensified to develop new prod- 
achieve- ucts and new techniques. Engineering facilities must be ex- 
le illus- panded to make existing products better and at lower costs.” 
ox ere: 4. Finally, management must have its just reward. Manifestly 
d no progress is possible without adequate incentives. 
ow 
xy. The In this program the importance of adequate cost information is 


ause we obvious. No private business activity can justify itself for long 
yusiness except as its revenues cover its costs and a reasonable return to its 
ced, for owners. In the postwar period profit margins will unquestionably be 
field of narrower ; it goes without saying that the narrower the margin, the 
more important it is to have accurate cost data. With large volume 

period at low price as the basic objective, cost accountants must expand 
5: their studies of cost in its relation to volume. Information as to 
respon the differential or marginal unit cost will, in some respects at least, 
employ- be more important to management than information as to the total 
dard of unit cost. In this connection, it is ordinarily assumed that addi- 
oss tional or increased charges, such as wage or tax increases, must be 
shifted either to the consumer or to the stockholder. As cost ac- 
countants we should be able to demonstrate that neither the con- 


693 














nae 


s 
1 RAO - rage 


Se ne fn rere 


N.A.C.A. Bulletin March 15, 1945 





sumer nor the stockholders need bear the additional charge if the 
reduced cost per unit resulting from the increased volume serves 
to offset the additional charges. Finally, as to new ventures and 
business expansion, intelligent cost predictions must be the guide 
as to whether or not the experiment can be undertaken with a 
reasonable assurance of success. 


Intelligent Labor Policies 


Second only to management is the question of labor relations, 
In an enlightened economy there must be a liberal wage policy, 
The conventional search for “cheap labor” is of course natural, but 
in the long run it is wholly unsatisfactory to all concerned. Man- 
agement should, therefore, dedicate itself to a philosophy of high 
wages, favorable working conditions, and adequate sickness, acci- 
dent, retirement, and death benefits. Labor, on the other hand, 
should realize that the entrepreneur is under the necessity of mar- 
keting the services of labor as part of the product, and that price 
increases and reduced demand may defeat a high wage policy. The 
labor people make much of the point that labor is not a “commod- 
ity.” If by this they mean that the laborer is not a slave, no ciy- 
ilized person could possibly disagree. But once the services of labor 
become part of a manufactured article, it goes onto the market as 
a “commodity,” and no one can change that fact. To put it another 
way, labor cannot escape the laws of a competition any more than 
management or anyone else. Further, labor should accept the 
proposition that no sound wage plan can be developed except as 
consideration is given to wages in their relation to the worker's 
output. If the foregoing facts are appreciated, it is manifest that 
management and labor have far more in common than they have in 
conflict, and we should be on our way to an intelligent cooperation 
between management and labor. 

Adequate analysis of labor costs is of paramount importance in 
the development of labor policies. Wages cannot be dealt with in- 
telligently unless compensation is related to cost as influenced by 
the workers’ performance ; cost accountants have long recognized 


this fact. In addition to developing existing cost accounting prac- 


tices in this respect, our cost studies should be extended to the 
matter of cost shifting. Wages, prices, and profits are basically the 
media by which the benefits of economic activity are divided be- 
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tween the various members of society. Taking wage increases as 
an example, it is important to know whether they are transferred 
to the economy as a whole in the form of increased prices, or 
whether they are borne by the stockholders in the form of reduced 
returns. There are, of course, definite limits in both directions. As 
to the former, increased prices build up sales resistance with the 
result that less men may eventually be employed; as to the latter, 
in a typical case, a 10 per cent wage increase, with no increase in 
selling prices, may wipe out profits in their entirety. To these 
propositions there is, however, one important exception. By in- 
creased volume and increased labor efficiency, the payroll increase 
may be made to “pay for itself.” The same is true of other cost 
increases, including taxes. Thus the question of cost shifting will 
require extensive consideration on the part of cost accountants. 
Distribution Policies 

We may be justly proud of the achievements of American busi- 
ness in the production of goods and services. Nothing like it has 
ever been witnessed elsewhere. There is, of course, always room 
for improvement ; there may still be considerable waste in produc- 
tion which can be eliminated. The use of cost accounting data, 
including cost standards, to further efficiency in production meth- 
ods will obviously continue as in times past. 

When it comes to the distribution of goods and services the situ- 
ation is very different. The spectacle of large quantities of agri- 
cultural products rotting on the ground in the country, at the very 
time when they bring exceedingly high prices in the cities, is per- 
haps an extreme, but it is one which should have our most earnest 
consideration. We have done a good deal in the field of distribu- 
tionycost accounting but much remains to be done. We must 
analyze the various elements entering into the margin between 
primary raw material prices and prices to consumers; we must de- 
termine the cost of various distribution activities, and we should 
set standards here as in the case of production. I am satisfied that 
with adequate cost data much can be done to narrow that margin. 


Utilization of Plants and Materials 


In the reconversion to peacetime activities a great deal of diffi- 
culty will be experienced in connection with the disposition of war- 
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time plant and equipment and wartime inventories of raw ma- 
terials. The problem is a twofold one. There is first the question 
of excess plant and equipment and surplus inventories. In addi- 
tion there is the question of obsolescence as a result of wartime 
technological developments. 

In the reconstruction process, management must seize the op- 
portunity to reorganize facilities and to modernize plant and equip- 
ment in line with existing standards of technology. The obsolete 
should be courageously discarded, and we should try and take full 
advantage of the improved methods of production developed as 
a result of the war. The decisions in this important matter must 
be based largely on cost information which in turn may bring about 
a substantial development in our lines of thought with respect to 
replacement policies. The question is an old one, involving a con- 
sideration of the benefits to be derived from new equipment and 
the loss of the unrecovered cost of the old. We ought to have 
better standards for the solution of the problem, and I think that 
cost accountants should lead in the development of such standards. 

The disposition of surplus materials will also require courage. 
It is a matter of direct interest to consumers and labor as well as 
to business ; it requires a balancing of possible losses against dis- 
ruption of the economy. It would seem to me that the problem 
should be tackled by industries and that each industry should deal 
with its surplusage on the basis of the existing facts. If necessary, 
surplus materials may be withheld from the market over reason- 
able periods of time, but in any event they should be disposed of 
in such a way as to result in a minimum interference with current 
production. Once again cost information will be indispensable to 
an intelligent decision. 

Finance ; 

It may well be that we shall all be better off if we can develop 
and use simple types of business finance. To begin with, perma- 
nent borrowing is open to a great many objections, and the intelli- 
gent corporation is the one which builds up reserves so that it is 
independent of the long-term capital market. The ill effects of too 
much long-term borrowing are readily observable in the case of our 
railways, Further, we shall be wise to limit our financial structures 
to comparatively simple types of bonds, a single simple type of pre 
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ferred stock and common stock ; the intricate devices of corporate 
lawyers and investment bankers have too frequently brought noth- 
ing but grief to investors. Cost information again is of outstanding 
importance because the cost of financing, like all other costs, must 
be recouped from revenues ; what is more important is that careful 
budgeting of financial matters will more than ever be a basic 
necessity. 


International Trade 


It goes without saying that our postwar economy will be bene- 
fited substantially by a healthy system of international trade. There 
are, however, a few basic truths with respect to foreign trade 
which must be taken into consideration. If we desire to sell our 
products abroad, we must be prepared to buy abroad or to lend in 
foreign countries. The latter process is open to broad objection 
because of the ill effects of absentee capitalism. The question as to 
what products we should buy is a most difficult one. As a matter 
of theory, each nation should produce what it produces best; as a 
matter of practice there are many other factors to be taken into 
consideration. In particular there is the matter of differences in 
standards of living and the desire for national self-sufficiency. 

In dealing with the problem, adequate cost data are of basic im- 
portance. If we decide, as to any product, to close the market for- 
ever, in whole or in part, we should do so with a full realization 
of the cost. If we decide to compete, we must meet foreign costs 
or be prepared to subsidize directly or indirectly. If we do the 
latter, we should appreciate that subsidies are not only subsidies to 
stockholders but to labor and other elements of the population as 
well. And we must subsidize with a full realization of the cost. 


Governmental Regulation and Taxation 


We come, finally, to the important question of the relationship 
between government and business involving matters of regulation 
and taxation. 

As to governmental regulation generally two things seem to be 
reasonably clear. Those who expect that after the war business 
will return to a relatively unregulated status are bound to be disap- 
pointed. By its conduct in times past business itself has demon- 
strated clearly that some government regulation is indispensable ; 
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there are some objectives which can be attained only through the 
medium of such regulation, and, however you may feel about it, 
the trend is clearly in the direction of increased regulation. On 
the other hand, those who believe that the Government should 
regulate all of the multitudinous details of our business life should 
also be disappointed. The so-called “planned economy” is likely 
to be the economy of the beehive or the termite colony, and I ven- 
ture to suggest that even the life of the beachcomber is better than 
the life of the bee or the termite. 


The problem is to find a rational system of governmental regu- 
lation. In that search consideration must be given to the substantial 
difference between the theory and practice of governmental regu- 
lation. In theory, the regulation is frequently desirable but it is a 
well-known fact that governmental regulation is not always ade- 
quately or efficiently administered. 


In any event, it is clear that cost accounting is one of the most 
important factors in governmental regulation. In such matters as 
the control of public utility rates or other forms of price control, 
the starting point is cost, not only as a matter of operating expense 
but as a basis for the computation of investment and allowable fair 
return. 


With respect to taxation, a comparatively simple and easily ad- 
ministered taxation system is required in which the yield is suffi- 
cient for governmental purposes while the impact on business is 
not such as to prevent expansion. So much has been said on the 
subject that elaboration is unnecessary. As accountants we,are 
fully aware of the unfortunate complexities of our taxing system. 
Everybody agrees that reform is necessary but we do not seem 
to be able to achieve it. There is no question, however, that in 
many respects the problem is one of accounting. 


The Cost Accountant’s Opportunity 


At the outset we noted the widespread lack of faith in our eco- 
nomic institutions and the development of pressure groups, each 
of which clamors for preferential treatment usually through gov- 
ernmental action or political control. Clearly the time has come for 
someone of statesmanlike stature with truly patriotic motives to say 
a word on behalf of our country as a whole. This may well be 
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done by accountants because they have, or should have, the basic 
facts at their command. 

It has been demonstrated over and over again that science is the 
real source of all economic progress. In many ways we might 
think of our cost accounting procedures as being so well developed 
that they may qualify as truly scientific. We should like to see 
them made more effective by more active participation on the part 
of cost accountants in the administration of business. Management 
will need a lot more than trial balances and routine cost data. It 
will need interpretation and assistance in the formulation of pol- 
icies in the light of the fundamental economic problems. Therein 
lies our opportunity to make a substantial contribution to economic 
progress in the postwar period. The problems will not be easy, but 
if we tackle them with vision and fortitude our influence will be 
such as to make us justly proud. To each one of us, our country 
has given much ; let us be sure that we spare no effort to repay her. 


Jackson Chapter Board Elected 


At a meeting of the newly chartered Jackson, Miss., Chapter on 
February 24, the following chapter officers and directors were 
elected : 


President—Robert S. Miller, Miller & Miazza, Tower Bldg., 
Jackson, Miss. 

Vice Presidents—W. E. Sauder, LeTourneau Co., Vicksburg, 
Miss.; James E. Thompson, McCarty-Holman o, 457 
N. Mill St., Jackson, Miss. 

Secretary-Treasurer—V. E. McGowen, M-R-S Manufactur- 
ing Co., Box 1206, Jackson, Miss. 


Directors 

Walter Welch, Valley Mills, Gowdy, Miss. 

G. H. Ford, Miss. School Supply Co., 116 E. South St., Jack- 
son, Miss. 

William K. Barnes, Jackson Paper Co., 197 N. Gallatin St., 
Jackson, Miss. 

Wilbur S. Drake, Remington Rand, Inc., 315 E. Pearl St., 
Jackson, Miss. 

Carl B. Howard, Miss, State Board of Health, Jackson, Miss. 
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S. F. Spengler, Burroughs Adding Machine Co., 201 W. 
Capital St., Jackson, Miss. 

B. T. Hurst, Jackson Daily News, 507 E. Capitol St., Jackson, 
Miss. 


Chapter News Letters 


In February a new N.A.C.A. chapter activity had its start 
when chapters all over the country issued their first chapter news 
letters. A few chapters which had beer issuing chapter news 
letters to their members for some time provided the inspiration for 
the extension of this activity to all chapters to replace the chapter 
write-ups and news notes formerly published in the Bulletin. If 
the first month is any indication, these chapter news letters are 
going to play an important part in fostering the fraternal spirit 
which is so characteristic of N. A.C. A. Issued in a great variety 
of forms they are invariably friendly, informal, and newsy, giving 
each chapter member the gossip about his chapter, his fellow 
members, and his association which he would like to have. 

Many of the chapters have adopted names for their monthly 
publications. From down South comes the Nacachatter, issued by 
the Chatter (pardon us)—the Chattanooga Chapter. “The De- 
catur Chapter Journal” was selected for title by the Decatur 
Chapter because the name “journal” suggests both news and ac- 
counting. However, after seeing the first issue, Raymond Rick- 
beil, the Chapter President, suggested that it be dubbed “The 
Stimulator.” Accounting titles are quite common. Two chapters 
have called their letters “The Balance Sheet,” the title the Dayton 
Chapter has used for several years for its excellent four page 
chapter monthly. Hampton Roads has “The Ledger Sheet”; 
Lehigh Valley, “The Worksheet”; and Minneapolis, “The Co- 
ordinator.” Philadelphia and Pittsburgh had similar ideas and 
instituted the “Philnaca News” and the “Pittnaca Monthly Ledger.” 
Toledo continues to issue its “Nacagram,” while Youngstown es- 
tablishes “The Yo-Naca-News.” From Washington comes “The 
Kapital Dome.” 

The chapter boards are to be congratulated on the fine start 
made in this new service to members. A special vote of thanks is 
due the chapter board members who have undertaken the job of 
editing the news letters for their respective chapter. 
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TAX EFFECTS OF T-DAY AND V-DAY 


By James J. Mahon, Jr., Tax Department, 
Lybrand, Ross Bros. & Montgomery, Philadelphia, Pa. 


RAB successive stage of the present world war has been ac- 

companied by new and distinctive problems of taxation. The 
first stage, that of the European war before the active participation 
therein by the United States, made necessary a corporate excess 
profits tax and, as a partial cushion against the impact of such 
tax, a provision for the special amortization of emergency facilities. 
The subsequent entrance of the United States into the conflict 
resulted in sharply-increased rates and in additional wartime pro- 
visions, such as those relating to the deductibility of war losses. 
The pressure of high individual income tax rates shortly there- 
after resulted in the forgiveness of most of one year’s tax liability 
and the advent of the withholding principle. 

While the earlier stages of the war economy are definitely dis- 
tinguishable, the later ones are less susceptible of identification. 
For instance, despite the fact that the recent events in the Euro- 
pean theatre may have impeded or prolonged the contract termina- 
tion stage, we are nevertheless moving into that period when 
American industry will experience wholesale termination of gov- 
ernment contracts on T-Day. That period will be accompanied 
by its new and distinctive tax problems as will the subsequent 
period beginning with V-Day. Some of these problems can be 
foreseen today, and provisions have been made for them in the 
Internal Revenue Code. Others can only be assumed. There 
follows a discussion of what will undoubtedly be some of the tax 
problems of T-Day and V-Day in the following order: 


I. Tax effects of contract terminations 


a. Effect of termination settlements upon taxable income 
1. No-cost settlements 
2. Negotiated lump-sum settlements 
b. Effect of contract terminations upon amortization of 
emergency facilities 
1. Non-necessity certificates 
4. 2. Non-necessity certificates and amortization deduc- 
tions 
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3. Procedure to secure benefits of commuted amortiza- 
tion period 
4. Receipt from United States of payment for un- 
amortized cost of facility 
II. War loss recoveries 
a. Effect upon gross income 
b. Effect upon basis of property 
III. Involuntary liquidation and subsequent replacement of in- 
ventories on last-in, first-out basis 
a. Operation of Lifo relief provision 
1. Conditions necessary for application of Lifo relief 
provision 
2. Method of electing use of Lifo relief provision 
IV. Operating loss and unused excess profits credit carry-backs 
V. Postwar refund credit of excess profits taxes 
VI. Deductibility of corporate contributions to certain charities 
operating overseas 


Tax Errects or Contract TERMINATIONS 


Effect of Termination Settlements Upon Taxable Income 

As the settlements in termination of cost-plus-a-fixed-fee con- 
tracts or of fixed-price contracts by formula both involve a mere 
reimbursement of proven costs plus a fee or determinable profit, 
the tax treatment of income from such settlements falls within 
the general rule. Such rule for taxpayers on the accrual basis 
is that the income is included in gross income for the taxable year 
in which the effective date of the termination falls, except that if 
any part of the compensation is attributable to costs, expenses, 
or losses incurred in a subsequent year, such part of the compensa- 
tion shall be returned as income for such subsequent year. (Sec. 
29.42-1 (a), Reg. 111.) 

The foregoing general rule is applicable to those types of con- 
tract settlements mentioned for the reason that the right to com- 
pensation is definitely fixed and the measure thereof is determin- 
able with reasonable accuracy. However, there are two other 
types of termination settlements that fall without the general rule 
—the “no-cost” settlement and the negotiated lump-sum settlement 
of a fixed-price contract. The former is a release or a waiver by 
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iza- the contractor of all claim to compensation from the contract 
termination. This type of settlement is presumably prevalent in 
cases in which the goods manufactured under the contract are 
readily salable in commercial markets or can be otherwise disposed | 
of or utilized by the contractor. The negotiated lump-sum settle- 
ment of a fixed-price contract, on the other hand, is one in which | 
the contractor receives, through negotiation, compensation for the 
unspecified and unproven costs incurred by him to the date of 
termination plus a fair profit. The treatment of these types of 
settlements for tax purposes is clearly defined in a recent Treasury 
ruling (Mim. 5766, November 1, 1944) and is hereinafter dis- 


lief cussed. 


No-Cost Settlements 

icks In the no-cost type of settlement the effect upon taxable income 
is almost obvious. Since the contractor receives no compensation a 
in the termination he does not include in gross income any amount 









sp therefrom. If he has included some estimated amount in the } 
gross income of a year prior to the settlement, the correction of | 
the prior year’s return is allowed within the statutory period. 
Deductions are similarly unaffected by a no-cost settlement. Since 
the costs incurred under the contract are included either in ex- 
~~ penses or inventories, no adjustment thereof is necessary. How- 
pri ever, the Treasury points out that the execution of such a settle- 
oft, ment gives the contractor no rights not otherwise had under the 
thin Internal Revenue Code with reference to the propriety of deduc- 
mine tions. , 
oe As to the effect upon inventories, any contract articles on hand 
at if at the end of the taxable year, if properly includible in inventories, 
whi should be there included and priced on a basis consistent with 
yin the contractor’s inventory practice. The Treasury’s statement 
Sec. with reference to inventory pricing is slightly ambiguous and is 
therefore quoted here: 
.' . . . the valuation of such articles for inventory purposes is 
arid ._ to be made without regard to any right of the contractor to 
— compensation for termination of a contract terminated prior { 
ors to the inventory date. 
nent What the foregoing probably means is that even though the 
© by contractor at the inventory date has a claim to compensation for 
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termination of a contract during the year, the inventory should 
nevertheless be priced as though a no-cost settlement had been 
previously effected and the contractor was at the year’s end “on 
his own.” 

For all effects and purposes the no-cost settlement results in 
absolutely no complications in the contractor’s records for tax pur- 
poses ; he is merely placed in the position of disposing, as best he 
can, of goods that he had planned upon selling directly or indirectly 
to the Government. 


Negotiated Lump-Sum Settlements 


The negotiated lump-sum settlement does present some prob- 
lems, particularly with reference to the taxable years in which the 
proceeds of termination should be included in taxable income. 
Mimeograph 5766 is clear, and probably sound, when in the fol- 
lowing rules it provides: 


1. If the termination occurs within a taxable year ending be- 
fore July 21, 1944, gross income therefrom is included 
in the earliest of the following years: 

a. Taxable year in which the value of the contractor’s 
claim is definitely determined. 

b. Taxable year in which the contractor’s claim is 
allowed (or the settlement proposal accepted). 

c. First taxable year ending after July 20, 1944. 


2. If the termination occurs within a taxable year ending 
after July 20, 1944, gross income therefrom is included 
in the year in which the termination occurs (notwithstand- 
ing that settlement may be made in some subsequent year). 
If the amount of the gross income from the termination 
is not determinable by the time the tax return is due to 
be filed, an estimated amount may be used and the return 
later amended. 


The rules thus promulgated as to the year in which proceeds 
from termination are to be included in income are rigid. How- 
ever, because expenses attributable to such proceeds may con- 
ceivably be deductible in taxable years other than that in which the 
proceeds are included in income, the Treasury has also ruled with 
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reference to the proper year of deducting the expenses. The 
Treasury's rule may be stated as follows: 


While generally, deductions attributable to the uncompleted 
portion of the (terminated) contract shall be deducted in com- 
puting net income for the taxable year in which the income 
from the termination is included, nevertheless 


a. "Expenses that were deducted in a taxable year ended 
prior to July 21, 1944, cannot be related to income. (The 
income being includible in gross income of a later year.) 


b. Expenses that were incurred in a taxable year ending 
after July 20, 1944, but prior to the year of termination 
cannot be related to income. (The income likewise being 
includible in gross income of a later year.) 


Presumably, the costs applicable to a terminated contract which 
are properly includible in inventories are deducted in the year in 
which termination takes place. However, those expenses and 
losses, etc., which are not properly includible in inventories and 
which are deducted (in a prior taxable year ended before July 21, 
1944) or incurred (in a prior taxable year ending after July 20, 
1944) cannot be related to income. The reasons for not relating ex- 
penses to income in these two cases are due to the nature of a nego- 
tiated settlement, as expressed by the Director of Contract Settle- 
ment. He stated that no part of the proceeds of any negotiated 
lump-sum settlement can be allocated to any particular expenses 
of a contract except that a part of the compensation may be au- 
thorized and agreed to as a payment for a part of the cost of an 
emergency facility, as defined in Section 124 of the Code. 

Accordingly, the Treasury provides that for income tax pur- 
poses a contractor is precluded from maintaining that any part of 
the compensation is in reimbursement of, or attributable to, any 
particular item of property, or cost, expense or loss, except as to 
cases in which part of the compensation is definitely attributable 
to reimbursement for emergency facilities. In such latter cases 
Mim. 5766 states that the amount so attributable will be excluded 
from gross income and applied in reduction of the basis (as of the 
date of termination) unless the item is deductible in the form of 
amortization, in which event income should be included in the 
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year of deduction. As a practical matter, however, the provisions 
of Section 124 (h), which are subsequently discussed, result in the 
amortization of emergency facilities being stepped-up to coincide 
with the reimbursement for such facilities. Thus, except for tax- 
payers who fail to qualify under that provision, the “reduction of 
basis” treatment is only of academic interest. 

To summarize the foregoing discussion, it appears thatsinsofar 
as all contracts terminated after July 20, 1944 are concerned, the 
following principal conclusions are applicable : 


1. The termination settlement of cost-plus-a-fixed-fee con- 
tracts and of fixed-price contracts by formula results in 
the income therefrom being taxable in the year of termi- 
nation, except that if some of the expenses applicable to 
the contract are incurred in a subsequent taxable year that 
portion of the income constituting a reimbursement of 
those expenses is includible in gross income of such sub- 
sequent year. The effect is to correlate income and ex- 
penses. 


2. The termination settlement of a fixed-price contract by 
negotiation results in income therefrom being taxable in 
the year of termination. Those costs that are properly 
“inventoriable” are therefore included as a cost of the 
contract in the year of termination. Those-.costs that are 
not properly inventoriable (administrative expenses, etc.) 
are deductible in the year sustained. 


Effect of Contract Terminations Upon Amortization of Emerg- 
ency Facilities 

Section 124 of the Internal Revenue Code provides that the 
cost of properly certified emergency facilities can generally be 
amortized over a five-year period. However, when the emergency 
use of the facility ceases before the expiration of the five years, 
the owner of the facility has three methods available to him to 
recover the adjusted cost of such facility: (1) He may choose to 
continue the amortization of the facility on the five-year basis, (2) 
he may elect to revert to the ordinary depreciation of the adjusted 
basis of the facility, or (3) he may elect to recompute the amorti- 
zation of the facility over the shorter period ending with the date 
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the emergency use ceases, thus effectually increasing the annual 
amortization rate to something over 20 per cent. His already 
existing rights to the use of the five-year amortization period and 
the reversion to depreciation are not affected by the cessation of 
the emergency use, and it is therefore the third possible choice that 
is here discussed. 

Under the law (Section 124 (d)(1)) the emergency use of the 
facilities may cease as of the earlier of the two following dates: 


1. The date of the proclamation by the President by reason 
of which the emergency period ends, or 

2. The date specified in a certificate (known as a “certificate 
of non-necessity”) with respect to an emergency facility 
made to the Commissioner of Internal Revenue by the 
Secretary of the department involved (now the Chairman 
of the War Production Board) as the date on which such 
facility ceased to be necessary in the interest of national 
defense during the emergency period. 


It is unlikely that we shall be immediately concerned with presi- 
dential proclamation ending the emergency period. However, even 
at this uncertain stage of the war many companies which have 
experienced termination of their war contracts are concerned with 
the date indicated by a non-necessity certificate as being the time 
at which the emergency use of the facilities ceased. 


Non-Necessity Certificates 


Under date of September 30, 1944, the President by- executive 
order transferred the functions of the Secretary of War and the 
Secretary of the Navy with reference to the issuance of non-neces- 
sity certificates to the Chairman of the War Production Board. 
Such certificates are now issued by the latter upon proper applica- 
tion by the taxpayer and upon the determination that “. . . in view 
of the condition, location, and ownership of such emergency facility 

. No presently foreseeable substantial need for such emergency 
facility exists in the interests of national defense.” In determining 
whether an emergency facility has ceased to become necessary the 
War Production Board is authorized to secure reports and recom- 
mendations from such other governmental agencies as it may 
designate. The important and apparently governing feature in the 
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determination of non-necessity is that the facilities for which such 
a status is claimed should be actually. useless to national defense. 
The fact that a contractor has experienced terminations of his 
war contracts or has simply run out of war work without attempt- 
ing to secure new contracts is not sufficient to establish non-neces- 
sity. . 

The careful and intelligent preparation of the application for a 
non-necessity certificate (WPB Form 3984) will materially ex- 
pedite the securing of the certificate in cases in which non-essen- 
tiality is conclusively present. Separate applications should be 
filed for each group of “related” facilities, i.e., those that were 
used on one type of product and which were abandoned at the 
same time. The inclusion in an application of a hodge-podge of 
unrelated facilities can only lead to delay in the determination of 
non-necessity. ; 


Non-Necessity Certificates and Amortization Deductions 


As already stated the securing of a non-necessity certificate by 
an owner of emergency facilities generally entitles him (at his 
option) to an effective amortization rate of more than 20 per cent 
per annum. The recomputation of the amortization deductions 
for the taxable years involved is based upon the period ending 
with the date indicated in the non-necessity certificate and begin- 
ning on the following dates: 

1. If the taxpayer had previously elected to amortize and 
has amortized to the time the emergency use ceases, the 
commuted amortization period begins with the date origi- 
nally elected by him for the commencement of amortiza- 
tion. (Section 124 (d)(1).) 

2. If the taxpayer had previously elected to amortize and 
had amortized for a limited time, later electing to deduct 
depreciation rather than amortization, the commuted 
emergency period begins with the date originally elected 
by him for the commencement of amortization. (Section 
124 (d)(2).) 

3. If the taxpayer had acquired a necessity certificate but 
never elected to amortize, the commuted amortization 
period begins with the date upon which the facility was 
acquired. (Section 124 (d)(3).) 
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4. If the taxpayer is still engaged in‘ the construction of 
emergency facilities as of the date upon which the emer- 
gency ceased, the period of amortization begins as of the 
date construction was commenced. (Section 124 (d)(4).) 


Procedure to Secure Benefits of Commuted Amortization Period 


In order to obtain the benefits of the commuted amortization 
period, it is necessary for the taxpayer within 90 days after the date 
shown in the non-necessity certificate to file a statement with the 
Commissioner of Internal Revenue indicating his election to use 
the shorter period of amortization. The statement should clearly 
describe the facilities involved, and a copy thereof should be at- 
tached to the tax return filed for the year in which the determina- 
tion of non-necessity is made. (Section 124 (d)(4).) 

Claims for refund should be filed for all prior years affected by 
the recomputation. The period within which such claims may be 
filed extends to one year after the date of the non-necessity certi- 
ficate, unless at such certificate date the general time limit specified 
by Section 322 for the filing of claims for refund still has a period 
longer than one year to run. (Section 124 (d)(5).) It is there- 
fore necessary and important that upon the receipt of a non- 
necessity certificate the period within which clatms for refund of 
prior years’ taxes may be filed be carefully checked in order to 
ascertain the applicability of the one-year provision. 


Receipt from United States of Payment for Unamortized Cost of 
Facility 

In certain cases taxpayers performing contracts for the Gov- 
ernment who have acquired properly certified emergency facilities 
for the fulfillment of such contracts are reimbursed for the un- 
amortized cost of such facilities. The reimbursement may take 
place as the result of (1) contractual obligation on the part of 
the Government to reimburse the contractor for the cost of the 
facilities executed at the time acquisition or construction of the 
facilities was contemplated, or (2) as part of the fair and equit- 
able compensation to the contractor upon the termination of gov- 
ernment contracts either by their terms or by cancellation. In either 
event, if the taxpayer had reasonable grounds (either from the 
Provisions of the contract with the United States involving the 
use of the facility, or prior written or oral representations made 
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under the authority of the United States) for anticipating future 
contracts involving the use of the facility, which future contracts 
had not been made, he is entitled to the benefits of Section 124 (h) 
of the Code. Such benefits preclude the possibility of the reim- 
bursement for emergency facilities being included in taxable gross 
income in a taxable period other than that in which the amortiza- 
tion deductions are enjoyed. 

Under Section 124 (h) the payments or reimbursement received 
from the United States when included in gross income are offset 
by a corresponding increase in the amortization or depreciation 
deduction for the same period. Of course, the emergency facilities 
must be covered by necessity certificates. 

To secure the benefits of this provision the taxpayer must secure 
a “payment certificate” from the War Production Board, which 
assumed the duty of issuing such certificates by Executive Order 
dated October 20, 1944. In order to issue such a certificate the 
War Production Board must obtain a certified statement from the 
office of the contracting agency which authorized the payment as 
proof of: 

a. The date of payment, 
b. The amount of payment, 
c. The facility for which payment was made, and 
d. The fact that the payment was made as compensation for 
the unamortized cost of an emergency facility for one of 
the reasons stated hereinbefore. 

Presumably a copy of the payment certificate should be included 
by the taxpayer in his income tax return for the year for which 
the benefits of Section 124 (h) are claimed. 


War Loss RECOVERIES 

Section 127, as added to the Internal Revenue Code by the 1942 
Revenue Act, provides for (1) the determination and deduction 
of war losses and (2) the effect upon income (or basis of prop- 
erty) of any subsequent recoveries of either money or property 
on account of such losses. In the early stages of the United States’ 
participation in the war American taxpayers with foreign holdings 
(of either property or other investments) were primarily interested 
in determining the amounts of war losses suffered, the resultant 
tax deduction therefor, and the proper year for such deduction. 
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Briefly the types of property for which war losses can be claimed 
under Section 127 are as follows: 


1. Physical property located in any enemy country or enemy- 
controlled country on the date war was declared thereupon 
by the United States. (Section 127 (a) (2).) 

2. Intangible property located in any enemy country or 
enemy-controlled country on the date war was declared 
thereupon by the United States if such intangible property 
is of a type subject to sequestration or confiscation by the 
enemy. (Section 127 (a)(2).) 

3. Physical property not located in enemy countries but which 
was destroyed or seized in military operations on or after 
December 7, 1941. (Section 127 (a)(1).) 

4. Intangible property (i.e., accounts receivable from, or 
stocks, bonds, or other securities of, a corporation or obli- 
gation of an individual) that becomes worthless by reason 
of the destruction or seizure of underlying physical assets 
referred to in (3) above. (Section 127 (a) (3).) 


In determining the amount of the war loss, the adjusted basis of 
the property seized or destroyed may be reduced by the amount 
of any obligations or liabilities of the taxpayer with respect to such 
property, which obligation may or may not have been satisfied 
from the property. For instance, a plant located in Paris having an 
adjusted basis of $500,000 may be encumbered by a mortgage of 
say, $200,000, which is held by French interests. It may have been 
satisfied from the property, and the taxpayer therefore has the 
option of reducing the loss of $500,000 on the property to $300,000, 
the “net” loss. (Section 127 (b)(2).) 

Because of the persistent diminution cf enemy-controlled areas 
and the anticipated ultimate military defeat of the enemy, the 
problem of the tax treatment of recoveries of money or property 
on account of war losses will become increasingly important. That 
problem is hereinafter discussed. 


Effect of War Loss Recoveries Upon Gross Income 


The amount of any money and the fair market value of any 
property recovered with reference to property or an interest in 
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property previously considered as seized or destroyed in a prior 
taxable year under the provisions of Section 127 (a) (hereinbe- 
fore discussed) constitutes taxable income to the following extent 
(Section 127 (c)): 


1. To the extent that the prior years’ losses did not result in 
a tax benefit, the amounts recovered are not taxable. 


2. To the extent that the prior years’ losses did result in a 
tax benefit, the amounts recovered are taxable as ordinary 
income. 


3. To the extent that the amounts recovered exceed the total 
of the above classes, they are taxable as a gain upon the 
involuntary conversion of property subject to the limita- 
tion of Section 117 (j). 


The determination of the amount of prior years’ losses that re- 
sulted in a “tax benefit” is defined in Sec. 29.127 (f)-1, Reg. 111. 
It is there provided, in effect, that that part of a deduction for a 
war loss which if disallowed would result in an increase in income 
taxes for any year (either through the use of a net operating loss 
deduction or otherwise) results in a tax benefit. 


An excellent example of the operation of the war loss recoveries 
provisions of the Code, which appears in Montgomery’s Federal 
Taxes on Corporations, 1944-45, is here reproduced : 

Assume that the taxpayer lost a plant located near Paris, such loss being 
deemed to have occurred in December, 1941, as northern France was 


occupied in 1940. The amount of the war loss deductible in 1941 is com- 
puted as follows: 


Adjusted basis of property (cost less depreciation) (Sec- 








CU See MUREEED svecthtbischunnskachietenntastornhine $500,000 
: Mortgage on the Property held by French interests, 
which may or may have been satisfied out of the 
property (Section” 7 GENER iecaneny sos s¥ebencaeus 200,000 
Amount of war loss deductible in 1941................0.-- $300,000 
The taxpayer’s net income for 1941 before the war loss was 


say, $250,000, and let us say hes ot ota of the loss did 
not result in a reduction of any tax of the taxpayer for 1941 or any sub- 
sequent year. After the war the taxpayer recovers the plant ged, 
and at a time when demand for its uct in the European gre causes 
the property to have a fair market value of $1,000,000. og orl 
finds that t was not satisfied. The ee $1,000, will 
then be taxed as follows: 


712 








>o 





N. A.C. A. Bulletin 









March 15, 1945 
































prior Portion of Recovery ° Taxed As 
inbe- Amount by which loss did not result in a tax 
benefit : 
<tent Amount in excess of 1941 net income.... ,000 
Amount of mortgage .............0.00-- ,000 
It in . $ ; 250,000 Not taxed 
Amount by which loss did result in a tax benefit 250,000 Ordinary income f 
; Original adjusted basis of property.......... 500,000 
ina Additional amount recovered over and above | 
nary portion that resulted in a tax benefit... 500,000 Gain upon 
—————_ involuntary 
Total market value of recovered property..... $1,000,000 conversion 
total As a practical matter the portion of the value of the property 
the recovered in the foregoing example, which is indicated to be sub- ' 
uta- ject to tax as a gain upon involuntary conversion ($500,000), i 
would probably not be taxable at all. Since the proceeds (i.e., the 
ye property itself) are reinvested in “property similar or related in 
art. service or use” (i.e., the property itself) the gain would not be | 
ner recognized under the provisions of Section 112 (f) of the Code. 
Meat: There exist many practical difficulties in determining the amount 
lose of taxable income resulting from war loss recoveries. For instance, | 
there is the problem of determining if and when recovery takes 
. place. What credence can be placed upon the expression of a gov- 
mr ernmental regime which may or may not be temporary? Has re- | 
7 covery taken place if the political authority of a liberated country 
indicates that the title revests in the original owner when, as a 
eing matter of fact, the owner is precluded by present-day international 
bey restrictions from taking possession? What is the “fair market | 
value” of a recovered property in the light of present-day restric- | 
tions on foreign exchange and the dearth of international com- ) 
000 merce? The answers to the foregoing questions will undoubtedly 
be determined in time, and a tolerant attitude on the part of both 
00 taxpayers and the Commissioner of Internal Revenue will be an 
000 important factor if extended litigation is to be avoided. It is grati- 
— fying that the Commissioner has already indicated a reasonable and 
er fair attitude with reference to the determination of war losses as 
~~ indicated by the liberal regulations he has issued relative thereto. 
= Effect of War Loss Recoveries Upon Basis of Property 
val Whether or not a taxpayer owning foreign property which is 
seized has claimed war losses thereupon, it is possible that upon the 
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recovery of the property its basis may conceivably be changed. 
Section 127 (d) of the Code, in effect, provides that the basis of 
recovered property is its fair market value as of the date of re- 
covery reduced by any unrecognized gain upon involuntary con- 
version which is attributable to such recovery. Obviously if the 
fair market value of the property recovered (plus previous recov- 
eries) is less than the adjusted basis of the property seized, the new 
basis of the recovered property is its fair market value. 


INVOLUNTARY LIQUIDATION AND SUBSEQUENT REPLACEMENT 
or INVENTORIES ON Last-IN, First-Out Basis 


When the last-in, first-out method of pricing inventories was 
first generally permitted to be used for income tax purposes by 
the Revenue Act of 1939, it was considered as, and intended to be, 
in the nature of a relief provision. Its purpose was to give recog- 
nition taxwise to an inventory method that was believed would 
substantially minimize the violent fluctuations of economic activity 
from year to year. It would thus reduce the likelihood of the pay- 
ment of taxes upon income inflated by high inventory prices. Prob- 
ably the use of the method would have accomplished its purpose if 
our commercial activity had progressed normally. Unfortunately, 
the economy accompanying World War II with its inflationary 
price structure and its critical material shortages resulted in the 
penalizing of many taxpayers who had previously elected to use 
the last-in, first-out method of inventory pricing. By reason of the 
swollen demand for their products for either military or civilian 
purposes, such taxpayers have been literally forced to eat into their 
base stocks without being able to replace such stocks. Ordinarily 
these base stocks are valued at prewar price levels with the result 
that the cost of goods sold in the year of their enforced liquidation 
has been abnormally low as compared with the selling prices which 
have been abnormally high. The taxpayer is thus placed in the 
position of paying income and excess profits taxes at high rates 
upon artificial profits. 

In order to alleviate this inequity, Congress, in the 1942 Revenue 
Act provided limited relief by adding Section 22 (d)(6) to the 
Code. The effect of this provision and the requirements for quali- 
fication thereunder are hereinafter discussed. 
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Operation of Lifo Relief Provision 

A taxpayer who uses the Lifo inventory pricing method and who 
by reason of war conditions is forced to liquidate any portion of 
his base stock in any taxable year beginning after 1940, and who 
cannot replace such base stock in that year, is entitled to the use of 
the provisions of Section 22 (d) (6) of the Code. He may elect in 
his return for the year in which the involuntary liquidation of the 
inventory takes place to so avail himself of that provision. There- 
fore, if and when he replaces the base stock inventory in a subse- 
quent year at prices higher than those at which he carried the base 
stock, he is entitled to decrease his taxable income for the year 
of liquidation by the difference between the original inventory cost 
and the cost of replacement, and he thus receives any tax refund 
as the result thereof. However, a possibly serious detriment exists 
in the election to use the benefits of the section. If the subsequent 
replacement of the base stock takes place at prices lower than the 
original cost of the base stock, the taxpayer is required to increase 
his income for the year of involuntary liquidation and pay addi- 
tional taxes thereon. An example of the operation of the provision 
follows : 


A taxpayer using the Lifo method has on hand 1,000 units 
of raw material at 1/1/44, which are carried at a per unit cost 
of $1. Because of the heavy wartime demand for his product 
he is forced to use 800 units of such base stock without being 
able to replace them. His cost of goods sold is therefore 
charged with $800 by reason of the use of these materials. 
He elects in his 1944 return to avail himself of the relief 
provision. 

In 1945 the taxpayer is able to and does replace the 800 
units at $3 per unit. He is then entitled to increase his costs 
for 1944 (the year of forced liquidation) by $1,600, repre- 
senting the difference between the original cost of the base 
stock used and the replacement cost thereof. He may obtain 
a refund for 1944. 

If, however, the replacement cost of the 800 units in 1945 
is 50 cents per unit, the taxpayer is required to decrease his 
costs for 1944 by $400 and pay additional taxes upon the in- 
crease in income for that year. 
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Conditions Necessary for Application of Lifo Relief Provision 


In order for a taxpayer on the Lifo inventory basis to avail him- 


self of the provisions of Section 22 (d)(6), the following condi- 


tions must be present: 


I. 


The taxpayer must fail to have on hand at the end of the 
taxable year for which benefits are claimed merchandise 
of the kind, description, and quantity of that reflected in 
his opening inventory for such year. 

He must satisfy the Commissioner that such failure is due 
wholly to his inability to purchase, manufacture, or other- 
wise produce and procure delivery of such merchandise 
during the year of liquidation by reason of war conditions 
(i.e., material shortages, etc.). 

His closing inventory for a taxable year ending not more 
than three years after the end of the war as proclaimed by 
the President, reflects in whole or in part the goods pre- 
viously liquidated. (Sec. 27.22 (d)-7, Reg. 111.) 


Method of Electing to Use Lifo Relief Provisions 


A taxpayer wishing to avail himself of the provisions of Section 
22 (d)(6) must so elect in his income tax return for the year in 
which liquidation or partial liquidation of the inventory takes place. 
Such election is binding upon him for that year, although not fo~ 
any subsequent year in which further liquidation may take pla. 
The election is made by attaching to the return a statement con- 
taining the following information: 


I. 


The wish of the taxpayer to invoke the involuntary liqui- 
dation and replacement provisions. 

A detailed list or other identifying description of the items 
of merchandise claimed to have been subjected to involun- 
tary liquidation, and the extent to which replacement is in- 
tended. 

The circumstances relied upon as rendering the taxpayer 
unable to maintain throughout the taxable year a normal 
inventory of the items involved. 

Detailed proof of such circumstances to the extent that 
they may not be the subject matter of common knowledge. 


716 
















|= 


ist 


pro 


BS 








1945 


| him- 
-ondi- 


»f the 
indise 
ed in 


s due 
ther- 
ndise 
tions 


»d by 
pre- 


ction 
ar in 
lace. 
t for 
ax «. 


:qui- 


tems 
lun- 
5 in- 


ayer 


that 











March 15, 1945 N.A.C. A. Bulletin 





5. A full description of what efforts were made on the part 
of the taxpayer to effect replacement during the taxable 
year and the result of such efforts. 


OperATING Loss AND UNuseD Excess PRorFits 
CrepIT CARRY-BACKS 


Upon the termination of their contracts or the cessation of hos- 
tilities, it is entirely possible that some companies now engaged in 
war production will suffer operating losses. Under present Code 
Section 122, such losses may be carried back and used to reduce 
taxable income in the two preceding years. Furthermore, such 
losses may give rise to unused excess profits credits under Code 
Section 710 (c), which may be similarly carried back to the two 
taxable years preceding the year in which the unused credit arises. 
Much has been published on these two subjects, and it is not in- 
tended to treat of the technical details herein. However, two obser- 
vations are believed to be pertinent and worthy of attention. 


In order for a taxpayer to avail himself of the operating loss 
and the unused excess profits credit provisions, it is necessary that 
claims for refund be filed for those years to which the loss or un- 
used credit is to be carried. Interest does not commence to accrue 
upon the refunds of tax that arise in such years until such time as 
the claims are filed. Therefore, in order to receive the maximum 
benefits from these provisions, taxpayers suffering losses and pos- 
sessing unused credits should file such claims for refund as soon 
as the amounts thereof are determined. 


Secondly, a rather novel and obviously unforeseen condition 
can arise from the incurrence of an operating loss. This can best 
be described by an illustration. A taxpayer having an operating 
loss for, say, 1945 is required to first carry back such loss to the 
year 1943 to the extent that it can be there absorbed. However, it 
is not inconceivable that the reduction in the 1943 income as the re- 
sult of the loss carry-back would result in an unused excess profits 
credit for that year. Under the Code, the 1943 unused excess 
profits credit must first be carried back to the year 1941 to the 
extent it can be there absorbed. However, by the time the 1945 
operating loss is known to exist, it is entirely possible that the 
period of time within which refund claims may be filed for the 
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year 1941 will have expired. Accordingly, the benefits of the 
credit carry-back to that year may be lost. 

It is doubtful whether or not a taxpayer anticipating the pos- 
sibility of an operating loss in 1945 can, before the 1941 year is 
closed, protect himself by filing an “if” claim for refund for the 
year 1941. However, in the presence of such a defect in the law, 
there can certainly be no harm in trying. Such a claim could only 
state that an operating loss is anticipated for, say, the year 1945, 
and that the carry-back of such loss to the year 1943 is expected to 
result in an unused credit carry-back to the year 1941. 

As a practical matter, the statutory periods for filing claims for 
refund for most taxable years will have been kept open by the filing 
of Bureau-requested waivers long enough to allow claims for re- 
fund to be properly filed in cases such as the foregoing. The Bu- 
reau of Internal Revenue today, because of a limited staff and a 
deluge of work, is finding it necessary to request that taxpayers 
file waivers extending the statutory period within which assessment 
and collection of tax may be made. The filing of such a waiver 
also extends the period within which refund claims may be filed. 
Whether or not such a waiver could be filed without having been 
requested by the Commissioner is doubtful. However, an attempt 
on the part of a taxpayer anticipating an operating loss to extend 
the statute by proffering such a waiver can cause no harm. 


PostwaR REFUND CREDIT oF Excess Prorits TAXES 


Within certain periods from the cessation of hostilities in the 
present war as proclaimed by the President or by concurrent reso- 
lution of the two Houses of Congress, the postwar refund credit 
bonds that are being issued to corporations will mature. According 
to Section 780 (c) of the Code, such bonds will mature on the 
following dates: 


Bonds purchased with the excess Calendar year (beginning after 
profits credit for any taxable year cessation of hostilities) on last 
beginning day of which bonds mature 


Within the calendar years 1941 or 1942 2nd 
Within the calendar year 1943 3rd 
Within the calendar 4th 
After December 31, 1 5th 
One of the original intentions of Congress in enacting the post- 
war refund credit provision was to make available working capital 
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for corporations at a time when conversion to peacetime oper- 
ations would make such funds necessary. However, the periods 
of time provided for the maturity of the postwar refund bonds 
are obviously too far removed from the probable dates of conver- 
sion to result in much benefit to corporations depending upon these 
funds for postwar working capital. According to an observation 
in the December 23, 1944, issue of Business Week, there is a good 
chance that the next tax bill will include a provision allowing a 
company to cash its bonds as soon as it loses its war orders. It 
has also been suggested that the bonds be made negotiable so that 
they may be sold or used as collateral. 


DepucTIBILITY OF CORPORATE CONTRIBUTIONS TO 
CERTAIN CHARITIES OPERATING OVERSEAS 

Except for the retention of the five-per-cent-of-net-income limi- 
tation, corporations are otherwise allowed to deduct in time of war 
the same contributions as individuals. This has enabled corpora- 
tions to make contributions during wartime to trusts, chests, funds, 
and foundations engaged in raising funds to alleviate suffering 
and want caused by the war in foreign countries. However, Code 
Section 23 (q) provides, in effect, that contributions to such or- 
ganizations within taxable years beginning after the cessation of 
hostilities as proclaimed by the President will not be deductible to 
corporations for the reason that the qualification that such contri- 
butions must then be used within the United States or any of its 
possessions will again apply. 

Conclusion ; 

The foregoing presentation does not purport to include every 
type of tax problem that will exist during the next few years. It 
ignores those of purely local interest, such as the reinstatement 
upon the cessation of hostilities of the manufacturing exemption 
for Pennsylvania capital stock tax purposes. It likewise ignores 
the probable fate of the renegotiation provisions and the deduc- 
tibility of costs of reconversion, the status of the latter (except as 
to its prevalency) not having been changed by the occurrence of 
the war. It does purport to include, however, a tabulation and dis- 
cussion of those present Code provisions and rulings that do and 
will have application to some taxpayers just as surely as the mili- 
tary efforts of Germany and Japan will ultimately collapse. 
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NEW TERMINATION COST MEMORANDUMS 


The Director of Contract Settlement has recently promulgated 
Regulation 14. This regulation contains cost memorandums per- 
taining to policies, principles, methods, procedures, and standards 
which are prescribed for the determination of costs upon the ter- 
mination of fixed-price war supply contracts. The regulation, 
which is reported in the Federal Register, February 28, 1945, pages 
2312 to 2316, contains an introductory statement followed by eight 
termination cost memorandums devoted to the following subjects: 


Recognized commercial accounting practices, 
_ General, administrative, and distribution expenses, 
Common items, 
Partners’ and sole proprietors’ salaries, 
Application of the limitation of subparagraph 1(i) of the 
Statement of Cost Principles, 
Materials acquired prior to date of contract, 
Initial costs, and 
Rejects. 


Introduction 


The introduction contains the following statement on the appli- 
cability of the memorandums: 


The termination cost memorandums are intended to serve as 
guides to personnel of prime contractors, subcontractors, and 
contracting agencies in the proper interpretation of the State- 
ment of Cost Principles wherever that Statement is applicable. 
They represent a standard of accuracy and acceptability in 
the accounting treatment of the costs to which they relate. 
However, accounting data may be accepted when determined 
on bases different from those set forth in the memorandums 
if such bases nevertheless represent recognized commercial 
accounting practices and yield equitable results. Where spe- 
cific methods of accounting treatment are suggested or illus- 
trated by the memorandums it is not intended that such meth- 
ods need be adhered to literally in all cases. Particularly is 
this so where the amounts involved are relatively small. In 
such cases, especially for purpose of negotiated settlements, 
the possibility of greater accuracy to be derived by an exact 
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application of the memorandums may not justify the increased 
time and effort involved in their use. 






































The balance of the regulation is devoted to “definitions” and “in- 
terpretations” of the Statement of Cost Principles. Following is 
an abstract of the interpretations contained in each of the memo- 
randums. 


Recognized Commercial Accounting Practices (T. C. M. 1) 


1. To be recognized, the accounting practices of a war con- 
tractor must be sound when tested on an objective basis, 
such as substantial use by similar organizations, acceptance 
by independent public accountants, or recognition by other 
authorities. Accounting practices not supported by these 
tests must be justified through the submission of other sat- 
isfactory evidence as to their soundness. 

2. There may be more than one acceptable practice with re- 
spect to the accounting treatment of individual items in a 
contractor’s settlement. However, where a contractor has 
consistently followed an acceptable practice which is ap- 
plicable in termination, it is expected that such practice will 
be adhered to. Financial statements, tax returns, or other 
reports prepared by a war contractor shall be indicative 
rather than controlling for this purpose. 

3. The accounting practices followed by a contractor in pre- 
paring termination settlement proposals should be those 
which it is anticipated will produce acceptable results 
when consistently applied, considering the contractor’s pro- 
posals in the aggregate, rather than those which might be 
especially suited to a particular termination. 


General, Administrative, and Distribution Expenses (T. C. M. 2) 


1. The classification of items in this category will vary as be- 
tween different contractors and the classification used by 
a contractor will ordinarily be considered acceptable if its 
application yields equitable results. 

2. Precise allocation of these expenses is not ordinarily prac- 
ticable and any one of several methods for making ap- 
proximate allocations may be used. Whatever method is 
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used, the amount to be allocated should exclude (i) items 
required to be excluded as elements of cost by the State- 
ment of Cost Principles or by the terms of the contract; 
(ii) costs related directly to work of the contractor other 
than that covered by the terminated contract; and (iii) 
items, such as advertising and general experimental and 
research expenses, when they are material in amount and 
require special treatment in accordance with the State- 
ment of Cost Principles. 


Any method of allocating general administrative expenses 
may be used provided it is reasonable in the light of the 
circumstances of the particular case and is consistent with 
the principles set forth in this section. For companies en- 
gaged in manufacturing operations, it will ordinarily be 
acceptable to make such allocation on the basis of a general 
rate representing the relation of the total general, admin- 
istrative, and distribution expenses to the total cost of pro- 
duction for a representative period. Other methods of al- 
location such as the application of rates based on sales, cost 
of sales, processing costs, etc., may be used provided they 
yield equitable results. 


An allocation based on “processing costs” will be pref- 
erable, where practicable, in those cases where particular 
or successive settlement proposals contain a disproportion- 
ate amount of material, the term “processing costs” refer- 
ring to “cost of production exclusive of the cost of ma- 
terials purchased.” 


Nonmanufacturing contractors who cannot use the 
methods described above and for whom direct allocation 
of such expenses is not practicable may make an alloca- 
tion on some other basis, such as the application of a gen- 
eral rate based on sales or orders taken, provided the 
amount allocated to the terminated contract bears a reason- 
able relation to the work done thereon. 


The period used in determining a general rate for the al- 
location of these expenses should be reasonable under the 
circumstances. In appropriate cases it may be the time re- 
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items quired to produce the termination inventory, the most re- 
State- cent fiscal period, or the period of the contract. 
itract ; 6. Since the rate will vary among different contractors, de- 
"Other pending upon the classification of accounts, nature and 
| (iii) volume of operations, and the method of allocation, the 
ul and rate itself is not controlling, particularly for comparative 
it and purposes. 
State- 7. A general rate of allocation should be applied only to the 
type of items in the settlement proposal which were used 
yenses in determining the rate. 
of the 8. Where the relation to each other of the component ele- 
t with ments in a contractor’s settlement proposal is substan- 
eS en- tially different from the cost pattern used in arriving at 
ily be a general rate (e.g., where the proposal includes a dispro- 
neral portionate amount of raw materials), it may be necessary 
dmin- to adjust the rate or to use some other basis of allocation. 
f pro- In no case should a general rate for the allocation of gen- 
of al- eral, administrative, and distribution expenses be applied to 
, cost the amount of subcontractors’ claims included in the 
| they settlement proposal of a contractor. However, such ad- 
ministrative expenses as can be demonstrated to be related 
pref- to the settlement of subcontractors’ claims may be included 
cular as settlement expenses. 
‘tion- 9. In determining a proper allocation of general, administra- 
efer- tive, and distribution expenses, consideration should be 
ma- given to the character of the contractor’s operations. It 
should be recognized that the amount of these expenses 
allocated to any one contract may not necessarily represent 
e . a precise allocation to that particular contract, and the ac- 
_— ceptability of the method should be judged on the basis 
psn of all terminations in the aggregate. 
| the Common Items (T. C. M. 3) 
— The term refers to inventory items and subcontractors’ 
claims which are common to the contract and to other 
e al- work of the contractor. 
* the 1. The quantities of common items allocated to a terminated 
[™ contract shall not exceed those which would have been re- 
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quired to complete the contract, after reasonable allowance 
for production spoilage, overruns, and vendor’s overship- 
ments consistent with usual trade practices. 

Subject to the provisions of paragraph 3, below, there may 
be allocated to the contract quantities of the common items 
which, according to sound business practices and the par- 
ticular circumstances in each case, it is reasonable to have 
on hand, in transit, and on order immediately prior to ter- 
mination to meet the scheduled shipments of finished prod- 
uct under. the contract. Consideration will be given to the 
time required to receive shipments of purchased material 
and to complete the manufacturing operations and proc- 
esses. 

. Allocation to the contract should be made only to the ex- 
tent that quantities of the common item on hand, in 
transit, and on order are in excess of the reasonable quan- 
titative requirements for other work. However, this prin- 
ciple of allocation is not intended to prevent a war con- 
tractor from allocating to the contract properly allocable 
items which cannot be used on other work without loss to 
the contractor. As a general rule, a detailed determination 
of such requirements for other work will not be necessary 
if there is general evidence that the policy of the contrac- 
tor is to cover the reasonable requirements of both the 
contract and other work. 

. Reliance may be placed on the contractor’s records and 
procedures if they furnish a clear and adequate representa- 
tion of the requirements of the contract and of other work 
and indicate the quantities of the various kinds of common 
items to be charged to each. Excessive “borrowing” and 
frequent transfers of common items may indicate that the 
records are not reliable. 


Partners’ and Sole Proprietors’ Salaries (T.C. M. 4) 


. In the case of a partnership, regardless of whether the 
partnership agreement specifically provides for salaries to 
partners, and in the case of partnerships or sole proprietor- 
ships, regardless of whether the salaries are regularly 
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ance treated in the accounts as an expense, a reasonable amount 
hip- for such salaries may be included. 

2. The charge for services rendered to the enterprise as a 
may whole by a partner or sole proprietor must be reasonable, 
ems taking into consideration (i) the nature and extent of the 
par- services rendered; (ii) the general level of compensation 
lave of persons in similar positions in orgenizations of similar 
ter- size and nature; (iii) the amount of similar charges dur- 
rod- ing the periods prior to the assumption of government con- 
the tracts ; and (iv) the increase in the volume of business due 
rial to war contracts. 
roc- 3. Partners’ and sole proprietors’ salaries may be charged 

either directly to the contract or through overhead, depend- 
ex- ing upon the nature of the services rendered. However, 
in they may be charged directly to the contract only when the 
an- service rendered is engineering or productive labor which 
rin- can be substantiated as a direct charge. 
‘on- 
able Application of the Limitation of Subparagraph 1(i) of the State- 
$ to ment of Cost Principles (T. C. M. 5) 
tion 


: This subparagraph relates to experimental and research 
he: expense, engineering and development and special tooling, 


re loss on facilities, special leases, and advertising, and pro- 
the vides that “in no event shall such costs exceed the amount 
which would have been available from the contract price 
and to cover these items, if the contract had been completed, 
ata- after considering all other costs which would have been 
ork required to complete it.” 
es 1. The limitation provided in subparagraph 1(i) is for appli- 
= cation only in those cases where it is determined that the 
the contract would have resulted in a loss if it were completed, 
considering the costs subject to limitation in such deter- 
mination. Where a contract is terminated in the early 
stages of performance, in some cases it will be possible to 
the forecast the profit or loss which would have resulted from 
3 to its completion. However, in other cases uncertainty as to 
‘or- future costs may be so great as to make such determination 
rly impracticable. In this connection, it should be borne in 
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mind that high starting load costs or operating losses in- 
curred in the early stages of a contract are not in them- 
selves conclusive evidence of an ultimate loss on a contract. 
When it has been determined that the terminated contract 
would have resulted in a loss if completed, the effect of the 
limitation of subparagraph 1(i) will be determined in the 
aggregate for all the costs subject to limitation and not for 
each one separately. The amount which would have been 
available from the contract price to cover such costs is the 
difference between (i) the contract price and (ii) the esti- 
mated total of all costs, other than those subject to limi- 
tation, which would have been required to perform the 
entire contract. 

The total amount of costs subject to limitation which may 
be allocated to the terminated contract is limited to the 
lower of (i) the amount which would have been available 
from the contract price to cover such costs, as described in 
subparagraph (2) of this paragraph, and (ii) the total 
costs subject to limitation incurred up to the date of ter- 
mination. In settlements on the inventory basis, the 
amount so applicable to the terminated contract may be 
allocated to the terminated portion thereof on the basis of 
units of product or on some other appropriate basis, such 
as machine or labor hours. 


Materials Acquired Prior to Date of Contract (T. C. M. 6) 
I. 


Materials acquired prior to the date of a contract may be 
included in termination inventory if there is satisfactory 
evidence that such materials were usable and were intended 
to be used on the contract. They are not to be excluded 
solely because they were acquired prior to the date of the 
contract. Application or assignment to the contract may 
be indicated (i) by records disclosing that reduced quan- 
tities were purchased for the contract or (ii) by the fact 
that alternative courses of action were open to the con- 
tractor which he did not pursue because he had applied the 
items to the contract. 

Materials acquired prior to the date of the contract may 
ordinarily be included at their cost. However, where such 
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} in- cost is materially in excess of the amount at which the ma- 
lem- terials could have been acquired at the date of the con- 
ract. tract, the contractor must be able to sustain the reason- 
ract ableness of such cost in relation to the terminated contract. 
i the 3. Inclusion of materials acquired prior to the date of the 
. the contract shall be limited to the reasonable quantitative re- 
: for quirements of the contract at the date of termination. 
been 4. Where the materials require some modification for use on 
| the the contract, and such modification has been made, the 
esti- cost of the modification, as well as that of the materials, 
al may be included in accordance with the provisions of sub- 
the paragraph (2) of this paragraph. 
. 
= Initial Costs (T. C. M. 7) 
o Definition: Initial costs (frequently referred to as 
din “starting load costs”) are costs of a non-recurring nature 
ital which arise in the early stages of production because of 
unfamiliarity with the product. Initial costs may include 
ter- ; 
the labor costs and a proper portion of the related overhead 
be which are particularly high in the early stages of produc- 
tion due to such causes as (1) excessive defective work 
s of : . " : . 
ath resulting from inexperienced labor, (2) idle time and sub- 
normal production occasioned by testing and changing 
methods of processing, and (3) the cost of training em- 
ployees. They may also include high material costs in- 
y be curred in the early stages of production due to abnormal 
tory scrap losses. Such costs are includible because of their spe- 
ded cial nature and not merely because they are high. The 
ided term “initial costs,” as used herein, does not include such 
‘the costs as engineering and development, tooling, preparatory 
may expenses, and the cost of equipment, which may be in- 
1an- cluded in termination settlements but are to be classified 
fact and dealt with in a different manner. - 
eruil 1. During the early stages of operation under certain con- 
the tracts (e.g., contracts calling for a new product or greatly 
increased production), high production costs may be in- 
may curred owing to unfamiliarity or lack of experience with 
such the particular materials, manufacturing processes, or tech- 
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I. 


nique involved. After a reasonable volume of production 
has been attained and initial manufacturing difficulties 
have been overcome, unit costs will usually tend to level 
off, indicating the end of the initial period of production. 
This leveling off point does not necessarily represent the 
lowest unit cost eventually attainable during the operation 
of the entire contract. 


2. It is not necessary that the initial or starting load costs be 


segregated and amortized on the books of the contractor. 
Such segregation may be made from cost reports and 
schedules which reflect the high unit costs incurred during 
the early stages of the contract. 


3. When the settlement proposal is on*the inventory basis, a 


reasonable amount representing the excess production costs 
incurred during the initial period may be segregated and 
allocated between the completed and terminated portions 
of the contract. Such allocation of initial costs should nor- 
mally be made on the basis of units delivered and to be 
delivered. However, if the contract includes products of a 
diverse nature, some other equitable basis may be used, 
such as machine or labor hours. 


4. When initial costs are included in the settlement proposal 


as a direct charge, such costs shall not also be included in 
overhead. 


5. The initial costs of one contract may not be apportioned 


to other contracts. 


Rejects (T. C. M. 8) 


The costs of nonreworkable rejects and the cost to rework 
rejects into acceptable product are usually included in the 
unit cost of acceptable product. Where the cost of nonre- 
workable rejects is included in the unit cost at which ac- 
ceptable product is stated in the termination inventory, 
such unit cost should also be reduced by the scrap value 
of such rejects. The cost of nonreworkable rejects on 
hand at the time of termination should not be included in 
the termination inventory. 
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. Reworkable rejects produced under the contract and on 
hand at the time of termination may be included in the ter- 
mination inventory. When so included such rejects should 
be stated at the unit cost of acceptable product and the esti- 
mated cost to rework them should be deducted from the 
termination inventory. Should the contractor’s unit cost 
not include reworking costs it may be appropriately ad- 
justed. Ordinarily, reworking costs should be averaged 
over the production under the contract and the foregoing 
treatment is intended to have that effect. 

3. Where a finished product or subassembly consists of sep- 
arable components, one or more of which is nonrework- 
able, the cost of the acceptable components on hand at the 
time of termination may be included in the termination 
inventory. 

4. Where the settlement proposal is prepared on the total cost 
basis, the total cost of the contract may include the cost of 
rejects and the cost of reworking rejects into acceptable 
product. The cost of the contract should be credited with 
the value of rejects sold or retained by the contractor. 


Personal Notes 


National Director Ernest A. Davis has been promoted from 
Branch Auditor to Assistant to the Executive Vice President of 
his company, the Pitney-Bowes Postage Meter Co., of Stamford, 
Conn. Mr. Davis is a Past President of the Greenwich Chapter. 

Ernest R. Dayton, Past President of the Hartford Chapter, has 
been made Vice President of his company, the Russell Manufac- 
turing Co., of Middletown, Conn. 

Another new company Vice President is F. Willis Peake, Past 
President of the Kansas City Chapter, who is now Vice President 
and General Manager of George A. Breon & Co., Kansas City, Mo. 
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CURRENT COST LITERATURE 











Motion and Time Study 


Industrial accountants not only make use of standards developed 
through motion and time study analysis ; they are also directly in- 
terested in the methods applied because of their implications in the 
uses to which the standards are put. Acquaintances with current 
literature in the motion and time study field is accordingly of 
practical benefit to the industrial accountant. Recent publication of 
four volumes in this field makes this an appropriate time to review 
the literature. 

Authors in this field have directed their efforts toward two ob- 
jectives : 

1. Serious technical studies explaining the purpose and meth- 
odology of motion and time study. 

2. More or less nontechnical treatises designed to explain the 
objectives and methods to the nonprofessional, including 
foremen and other operating supervisors. 


In the first group are such standard works as Motion and Time 
Study, by Ralph M. Barnes (Wiley, 1937), Time and Motion 
Study, by Lowry, Maynard, and Stegemerten (McGraw-Hill, 
1940 and Timestudy for Cost Control, by Phil Carroll (Mc- 
Graw-Hill, 1943). To these there has now been added Time Study 
Engineering, by William H. Schutt (McGraw-Hill, 1943). All of 
these books emphasize the value of motion analysis as a means of 
reducing operating time. This involves a study of fatigue reduction 
through elimination of useless motions, supplying the worker with 
special designed tools which in turn are the product of careful 
research to find the tool best adapted for a specified job, careful 
selection and training of workers, etc. 

The techniques of timing operations, both through observation 
and through synthesis based on unit time studies of elements com- 
mon to a number of operations are described. Of the above 
authors, Schutt particularly, and Barnes to some extent, have de- 
voted considerable space to a consideration of the factors involved 
in rating work done on particular machines, such as drills, milling 
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machines, lathes, grinders, etc. The other two emphasize the use 
of formulae based on unit time study as a means of developing 
suitable standards. Carroll is primarily concerned with setting 
standards as a means of cost control. 

Three of the latest volumes fall into the second group of books 
intended as popular nontechnical discussions of the subject. Here 
we find Simplified Time Study, by Herbert J. Myers (Ronald, 
1944), Timestudy Fundamentals for Foremen, by Phil Carroll 
(McGraw-Hill, 1944), and Work Methods Manual, by Ralph M. 
Barnes (Wiley, 1944). As the title suggests, the Myers book is 
limited to time study and is directed to factory supervisors, shop 
stewards, and cost men. Barnes’ book devotes ten chapters to the 
problems of motion economy and is intended as “a guide for super- 
visors, foremen, and workers.” Carroll directs his attention to the 
foreman and is primarily concerned with selling to the reader the 
value of time study as a business tool. 

The scientific method in industry, as exemplified by motion and 
time study, and by setting of standards, has produced a kind of 
flowering of the industrial age. What started out with an attempt 
to determine a fair day’s work as a basis for pay has gradually 
developed into a method for controlling the production flow and 
costs of production. 


Personal Notes 


Marvin F. Pixton, Past President of the Atlanta Chapter and 
now a member of the Birmingham Chapter, has recently been made 
Vice President and Treasurer of Ingalls Iron Works Co., Birm- 
ingham. 

H. Cliff Schultz, President of the Birmingham Chapter has been 
named Secretary and Treasurer of the Alabama Broadcasting Co., 
whose first station will go on the air shortly. 

William J. Taylor, President of the Hampton Roads Chapter, 
has been made Comptroller of his company, the Virginia Smelting 
Co., West Norfolk, Va. 
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